
 
 
 
 
October 24, 2002 
 
G. Cheryl Blundon 
Board Secretary 
Board of Commissioners of Public Utilities 
Suite E210, Prince Charles Building 
120 Torbay Road 
P.O. Box 21040 
St. John’s, NF 
A1A 5B2 
 
Dear Ms. Blundon: 
 
Re:   Newfoundland & Labrador Hydro’s 2003 Capital Budget Application 
  
Enclosed please find fifteen (15) copies of Newfoundland and Labrador Hydro’s 
responses to Requests for Information numbers IC-1 to IC-22. 
 
 
 
Yours truly, 
 
Newfoundland and Labrador Hydro 
 
 
 
___________________________ 
Maureen P. Greene, Q.C. 
Vice-President & General Counsel 
 
 
MPG/jc 
 
cc: Janet M. Henley Andrews   
 Stewart McKelvey Stirling Scales   
 Fax: 722-4565  

  
 Joseph S. Hutchings 
 Poole Althouse  
 Fax:  634-8247 
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Q. What is the total impact of the 2003 Capital Budget on the 2004 revenue 1 

requirement? 2 

 3 

A. The impact of the 2003 Capital Budget on revenue requirement in 2004 will 4 

be primarily a combination of changes in depreciation expense, return on 5 

ratebase and operating and maintenance expenditures.  The return on 6 

ratebase is determined based on our weighted average cost of capital and 7 

the allocation of assets through the cost of service which has not been 8 

determined for 2004 as yet.  Please see responses to IC-3(a) and IC-11(a). 9 
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Q. (a) If depreciation associated with the Granite Canal project is ignored, by 1 

how much will depreciation expense increase in 2004 over 2003 if the 2 

proposed 2003 capital budget is accepted in its entirety? 3 

 4 

(b) How much is depreciation expense expected to increase in 2004 over 5 

2003 as a result of the Granite Canal project? 6 

 7 

 8 

A. (a) Ignoring the Granite Canal project, depreciation expense will increase 9 

by $2,059,000 in 2004 over 2003 solely related to the 2003 Capital 10 

Budget. 11 

 12 

 (b) Depreciation expense in 2004 will increase by approximately 13 

$191,000 over 2003 as a result of the Granite Canal Project. 14 
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Q. (a) Which of the proposed 2003 capital costs will be depreciated on a 1 

sinking fund basis? 2 

 3 

(b) For each of the projects depreciated on a sinking fund basis, provide 4 

the number of years over which the cost will be depreciated. 5 

 6 

 7 

A. (a) Please see the attached report.  Note that this report includes all 8 

assets coming in service during 2003, not just those that are part of 9 

the 2003 Capital Budget Application. 10 

 11 

  The most significant difference is approximately $134.5 million in costs 12 

related to the Granite Canal Project (approximately $100 million of 13 

which has been incurred in prior years).  This facility comes in service 14 

during 2003 but does not form part of the 2003 Capital Budget 15 

Application which is the subject of this hearing. 16 

 17 

  Also, there are some costs in the 2003 Capital Budget Application 18 

which will not come into service until future years. 19 

 20 

 (b) Please see response to IC-3(a). 21 
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Q. For depreciation expense related to the proposed 2003 Capital Budget which 1 

is calculated on the sinking fund method, provide a schedule for future years 2 

showing the amount of depreciation expense for each project for each of 3 

those years until the cost is fully depreciated. 4 

 5 

A. The requested data is only available for the years 2003 through 2006.  6 

Please see response to IC-3(a). 7 
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Q. Which of the proposed 2003 capital costs will be depreciated on a straight 1 

line basis? 2 

 3 

A. Please see response to IC-3(a). 4 
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Q. For each of the projects depreciated on a straight line basis, provide the 1 

number of years over which the cost will be depreciated. 2 

 3 

A. Please see response to IC-3(a). 4 
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Q. For depreciation expense related to the proposed 2003 Capital Budget which 1 

is calculated on the straight line method, provide a schedule for future years 2 

showing the amount of depreciation expense for each project for each of 3 

those years until the cost is fully depreciated. 4 

 5 

A. The requested data is only available for the years 2003 through 2006.  6 

Please see response to IC-3(a). 7 



IC-8 
2003 Capital Budget Application 

Page 1 of 1 

Q. For all categories of depreciation expense related to the proposed 2003 1 

Capital Budget, provide a schedule for future years showing the total impact 2 

on revenue requirement for each year until the cost is fully depreciated. 3 

 4 

A. See response to IC-1. 5 
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Q. Over how many years are vehicles depreciated?  If it depends on the type of 1 

vehicle, please provide a breakdown by type. 2 

 3 

A. All cars, vans and medium/heavy trucks are depreciated on a straight line 4 

basis over a 5-year period.  All pick-up trucks are depreciated on a straight 5 

line basis over 6 years. 6 
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Q. How does Hydro propose to finance these capital projects? 1 

 2 

A. Hydro’s 2003 capital program will be financed as part of Hydro’s overall cash 3 

requirements, which takes into account cash flow generated internally 4 

(through net income adjusted for non-cash items such as depreciation), as 5 

well as external financing in the form of promissory notes and long-term debt.  6 

Hydro does not borrow in the long-term debt market to finance any specific 7 

activity. 8 
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Q. (a) What is the projected interest expense in 2004 associated with the 1 

proposed 2003 Capital Budget? 2 

 3 

 (b) Provide the assumed average interest rate for IC-11 (a). 4 

 5 

 6 

A. (a) Hydro does not have projected interest expense calculations for 2004 7 

and beyond as it is intended that these projections will form part of 8 

Hydro’s overall 2004 rate application which will be filed with the PUB 9 

in 2003.  Hydro does not issue debt instruments tied to specific capital 10 

projects.  Our capital requirements are, in fact, funded by a 11 

combination of debt and equity, at a cost equal to our weighted 12 

average cost of capital.  At the present time, we have not computed 13 

what our weighted average cost of capital for the 2004 year will be as 14 

these calculations will form part of our next rate application.  Hydro’s 15 

2003 capital program is $34.3 million (excluding Granite Canal) and 16 

using a weighted average cost of capital of 7.157%, as provided to the 17 

Board during the 2002 rate application would provide a cost of capital 18 

figure on an annualized basis of approximately $2.5 million.  This 19 

figure could be used to provide an order of magnitude as to the impact 20 

of the 2003 capital program on 2004 requirements in terms of the 21 

company’s cost of capital. 22 

 23 

 (b) See response to question IC-11(a). 24 
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Q. (a) What is the projected interest expense in each of 2005 through 2010 1 

associated with the proposed 2003 Capital Budget? 2 

 3 

 (b) Provide the assumed average interest rate for IC-12(a). 4 

 5 

 6 

A. (a) See response to question IC-11(a). 7 

 8 

 (b) See response to question IC-11(a). 9 
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Q. What is the projected interest expense in each of 2005 through 2010 1 

associated with the Granite Canal project? 2 

 3 

A. Hydro does not issue debt instruments tied to specific capital projects.  Our 4 

capital requirements are in fact funded by a combination of debt and equity, 5 

at a cost equal to our weighted average cost of capital.  Our most recent 6 

estimate for total costs associated with the construction of Granite Canal is 7 

$134.5 million.  Our most recently submitted weighted average cost of capital 8 

is 7.157%.  Applying this percentage to the $134.5 million produces a cost of 9 

capital figure on an annualized basis of approximately $9.6 million.  This 10 

figure could be used to provide an order of magnitude as to the impact of the 11 

Granite Canal Project on 2005 - 2010 requirements in terms of the 12 

company’s cost of capital. 13 
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Q. Provide Hydro’s expected debt/equity ratio at the end of 2003? 1 

 2 

A. Hydro’s forecast debt to capital ratio at the end of 2003 is 86/14. 3 
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Q. To what extent is the debt/equity ratio affected by the proposed 2003 capital 1 

expenditures? 2 

 3 

A. As noted in our response to IC-11(a) through 13, Hydro does not issue debt 4 

instruments tied to specific projects as capital is financed through a 5 

combination of debt and equity.  A change in debt/equity ratio is the result of 6 

a broad range of anticipated cash flows that cover many different items, the 7 

net of which have been financed through a combination of debt and equity.  8 

See response to IC-14 for an estimate of debt/equity ratio at the end of 2003. 9 
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Q. What is the expected total impact on revenue requirement of the proposed 1 

2003 Capital Budget for each of the years 2004 - 2010 inclusive? 2 

 3 

A. See response to IC-1. 4 
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Q. What would the impact be on revenue requirement if 30% of the 2003 capital 1 

projects using sinking fund method depreciation were eliminated from the 2 

budget? 3 

 4 

A. Over the life of the assets in question, the elimination of 30% of the capital 5 

projects would have the effect of reducing the depreciation and return on 6 

ratebase elements of revenue requirement by 30%.  In the absence of a list 7 

of specific projects to be eliminated, we are unable to identify or quantify the 8 

other impacts on revenue requirement that may be associated with having to 9 

provide electrical service. 10 
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Q. What would the impact be on revenue requirement if 30% of the 2003 capital 1 

projects using straight line method depreciation were eliminated from the 2 

budget? 3 

 4 

A. Please see response to IC-17. 5 
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Q. Provide a copy of Hydro’s Five-Year Capital Budget projections specifically 1 

identifying items having a projected cost of greater than $500,000.00. 2 

 3 

A. The information requested is not relevant or required for an understanding of 4 

the issues before the Board in this hearing. 5 
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Q. What is the total forecast depreciation expense for 2003? 1 

 2 

A. The total forecast depreciation expense for 2003 is $32,474,260.27. 3 
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Q. With respect to projects on pages B-5, B-7, B-9, B-13, B-20, B-22, B-35,  1 

B-38, B-42, B-46, B-48, B-50, B-61, B-70, B-91, B-108, B-111, B-113 and  2 

B-115 of the Application, the purposes of which as stated to be increased 3 

reliability, provide the expected improvement in SAIDI and SAIFI indices for 4 

each project.  5 

 6 

A. The following list of capital budget proposals consists of upgrades of 7 

individual pieces of equipment and systems:8 

 9 

No. Description Location 

B-5 Upgrade Controls Spherical 
Valve No. 1  Bay D’Espoir 

B-7 Replace Vibration/Data 
System Bay D’Espoir 

B-9 Replacement of Draft Tube 
Stoplogs Paradise River 

B-13 Replace Gate Hoist No. 2 Ebbegunbaeg Control 
Structure 

B-20 Replace Loader/Backhoe Bay D’Espoir 

B-21 (sic) 
Replace Turbine 
Electrohydraulic Control 
System – Unit No. 1 

Holyrood 

B42 Purchase and Install 138 kV 
Breaker Fail Protection 

Stoney Brook, Sunnyside 
and Bottom Brook TS 

B46 Upgrade S/S Long Harbour 
TS Long Harbour 

B-108 Replace UHF Radio Lind Abitibi – Stephenville 

B-111 
Replace Voice, Data and 
Teleprotection Equipment – 
Upper Salmon Intake 

Upper Salmon 

B113 Replace Battery System – 
Multiple Sites 

Ebbegunbaeg, North 
Salmon Dam, Upper 
Salmon (2) and Springdale 

B115 Replace Remote Terminal 
Unit for Hydro – Phase 4 

Buchans, Doyles, Howley 
and Upper Salmon 
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The statement regarding increased or improved reliability was made in the 1 

context of perceived improvement over the status quo condition or 2 

maintaining acceptable reliability and availability performance of the specific 3 

pieces of equipment.  This may or may not affect overall system reliability 4 

which are reflected in SAIDI or SAIFI indices which are delivery point 5 

performance measures applicable to the overall bulk system. There may be 6 

impact on the SAIFI and SAIDI indices as experienced by the end customer 7 

by virtue of under frequency load shedding which is required for an isolated 8 

electrical system to prevent overall collapse.  The impact however cannot be 9 

quantified. The proposed projects are warranted to ensure continued reliable 10 

operation of the systems. 11 

 12 

The following capital budget proposals consist of replacements of insulators 13 

and surge arrestors, which are known problems because they fail 14 

prematurely.  The proactive replacement of this equipment will prevent the 15 

future adverse impact on reliability.  The impact of not replacing this 16 

equipment on SAIFI and SAIDI cannot be quantified. 17 

 18 

No. Description Location 

B35 Replace Insulators TL209 Stephenville – Bottom Brook 

B50 Replace Surge Arrestors System Wide 

B61 Insulator Replacements Bottom Waters, Barachoix, Mings Bight 
 19 

B 38 “Upgrade TL 214” 20 

The upgrades identified in this proposal will address all the line outage issues 21 

related to wind, ice and salt contamination. This will prevent the majority of 22 

the faults on the line and will result in improvement in the SAIFI and SAIDI 23 

indices.  The performance improvements are more precisely described in 24 
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Section 8.0 of the report titled “TL 214 Condition Assessment and 1 

Recommendations for Upgrading” which was filed with this application.    2 

 3 

B48  “Install Motor Operators on Disconnects – SSD” 4 

These disconnect switches are used for safety isolation purposes during 5 

operation and maintenance activities. The primary justification for installing 6 

the motor operators is for personnel safety. There is no direct affect on the 7 

SAIFI and SAIDI indices. 8 

 9 

B70  “Replace Voltage Regulators” 10 

This project is strictly load driven. The replacement of the regulators will 11 

prevent any interruption in service caused by failure of the regulators as a 12 

result of overloading under peak conditions. 13 

 14 

Although it is not possible to predict the exact impact on SAIFI and SAIDI 15 

indices, the failure of the regulators would result in a prolonged outage to 16 

customers. 17 

 18 

B91 “Replace Energy Management System – ECC” 19 

As indicated in the filing, the project is to replace the Energy Management 20 

System,  which is the overall control system for the generation and 21 

transmission facilities of Newfoundland and Labrador Hydro.  It provides 22 

economic dispatch and other functions necessary for the efficient and reliable 23 

day-to-day operation of a power system.  The proposed replacement is to 24 

ensure continued reliable operation.  However, failure to proceed as 25 

proposed will result in a deterioration of current performance indices to the 26 

end customer in the near future, particularly the duration of outages as 27 

illustrated on pages B-94 and B-95 of the filing.  28 
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Q. If Hydro’s proposed 2003 Capital Budget is approved, what will the increase 1 

be in capital employed per kWh, debt/kWh, and cost/kWh? 2 

 3 

A. Please see response to IC-15 with respect to the impact of the 2003 Capital 4 

Budget on total capital and debt.  See response to IC-1 with respect to the 5 

impact of the 2003 Capital Budget on costs. 6 




